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At the request of the chairman of the Senate Select Committee on K-12 Funding, the
Education Oversight Committee (EOC) presented on November 16 a methodology for
reallocating existing state revenues for public schools that:

1. Recognized the basic operational and fixed costs incurred by each school district
by allocating a base amount of $1.0 million to every school district;

2. Recognized the individual academic needs and characteristics of students in
each district by allocating resources using the EOC model weights which include
weights for students in poverty, students with limited English proficiency,
students identified as artistically and academically gifted and talented, and
students not meeting state standards; and

3. Assumed revenue neutrality using actual Fiscal Year 2008-09 revenues to
districts.

This methodology did not include the current Education Finance Act (EFA) Index of
Taxpaying Ability or any other factor addressing variations in the ability of school
districts to generate local revenues for public education. The chairman of the Committee
asked the EOC staff to build upon the November allocation formula and include a
revised Index of Taxpaying Ability based upon the value of a mill in each district. The
new index, hereafter referred to as the Index of Fiscal Capacity, was calculated for each
district using the following formula:

District Fiscal Capacity Index = District Value of a Mill / State Value of a Mill

Data were gathered from the Department of Revenue’s website and from Senate
Finance Committee staff for Tax Year 2008 which were used in calculating the 2010
Index of Taxpaying Ability. The value of a mill was calculated by adding the total
assessed value in each district and then dividing by 1,000. Total assessed value includes
the following property categories which comprised the 2010 index of taxpaying ability.

Owner Occupied

Agricultural (Private)

Agricultural (Corporate)

Motor Vehicles

Other Personal Property

Fee-in-Lieu and Joint Industrial Park Assessed
Manufacturing Property

Utility Property

Business Personal Property

Motor Carrier




An Index of Fiscal Capacity was calculated for each district using two scenarios or
options. An index was calculated that included owner-occupied property. Another index
was calculated that excluded owner-occupied property. Attached is a spreadsheet
showing the value of a mill as well as the Index of Fiscal Capacity for each district under
both scenarios.

In prior analyses provided to this Committee, the EOC staff used 2008-09 actual state
revenues to school districts, which totaled $2.6 billion, to determine retrospectively the
impact of changing the funding formula. The following analysis estimates the impact
of changing the funding formula based on the current year’s, Fiscal Year 2010-11,
projected state revenues to school districts from the following seventeen
appropriations.*

Tablel
FY2010-11 Projected State Funds Redirected to New Funding Model
Revenue | Program Title Source of Total Amount to
Code Funds Districts

1 |[3118 EEDA Career Specialists General Fund $21,881,536.38
2 | 3127 Student Health & Fitness General Fund $7,141,688.00
3 [3129 Consolidated Funds General Fund $21,724,135.02
4 |3180 Fringe Benefits General Fund | $489,926,503.42
5 |3181 Retiree Insurance General Fund $96,096,274.00
6 |3511 Professional Development EIA $4,795,275.18
7 3530 Handicap Student Services EIA $2,692,412.19
8 | 3538 Students at Risk of School EIA $133,817,592.06

Failure
9 |3544 High Achieving Students EIA $24,067,171.13
10 | 3550 Teacher Salary Supplement EIA $75,254,670.00
11 | 3555 Fringe Benefits Teacher Salary | EIA $15,457,309.22
12 | 3556 Adult Education EIA $11,152,614.00
13 | 3558 Reading EIA $4,459,257.37
14 | 3577 Teacher Supply EIA $13,476,375.00
15 | 3607 6-8 Enhancement Lottery $1,782,421.54
16 | 3610 K-5 Enhancement Lottery $44,364,312.00
17 | ALL Education Finance Act General Fund |  $984,860,922.67

TOTAL: $1,952,950,469.18

! South Carolina Department of Education. Office of Finance. “Report of Payments, 2010-11,”
as updated through November 18, 2010. <http://ed.sc.gov/agency/Finance-and-
Operations/Finance/old/finance/monthlypayments/NOV11.txt>and
<http://ed.sc.gov/agency/Finance-and-
Operations/Finance/old/finance/monthlypayments/EFANOV11.txt.>




The $1.95 billion in state revenues from Table 1 were reallocated to school districts
using the following guidelines:

e A $1.0 million base to each school district; and
e All remaining funds allocated to school districts based on the EOC weights, a
state base student cost of, and the Index of Fiscal Capacity.

To maintain revenue neutrality, the state base student cost was calculated to be
$2,100. The actual formula used to reallocate $1.95 billion in state funds was:

District Allocation = (1 - index of fiscal capacity) X State Base Student Cost X
District WPUs

In addition to the $1.0 million base, each district would receive a percentage of the
state base student cost with districts having a greater Index of Fiscal Capacity receiving
less per weighted pupil unit and districts with a lower Index of Fiscal Capacity more per
weighted pupil unit. To guarantee that no district receives less revenue than the district
is projected to receive in the current fiscal year and to allocate all revenues generated
by the formula would cost approximately $140 million. (Table 2) The following table
also shows that including or excluding owner-occupied property from the index does
not significantly impact the hold harmless amounts.

Table 2
Options using Index of Fiscal Capacity and FYQ9 State Revenues
Option | Base State Base Index of Fiscal Capacity Hold Harmless
Amount per | Student Cost
District
1 $1.0 million | $2,100 Includes Owner-Occupied $141,821,283
Property
2 $1.0 million | $2,100 Excludes Owner- Occupied $139,316,292
Property

Like the original Education Finance Act (EFA), to minimize the initial cost to the state,
the allocation formula could be phased-in over time. All school districts that would
“lose” under the allocation would receive the current year’s funding level, a hold
harmless amount. All districts that would “gain” under the allocation formula would
receive additional state funds incrementally in a “phase-in” process. At a phase-in of
30%, the incremental annual cost would be approximately $41.0 million. At a phase-in
level of 25% in FY2011-12, the initial annual cost would be approximately $34.0 million.
Table 3 shows the costs and corresponding dollars per weighted pupil unit. These
amounts exceed the state base student cost due to the inclusion of the $1.0 million
base.




Table 3

FY2011-12 Phase-In, Estimated Costs & $ Per WPU
(Includes Hold Harmless)

Option | Index of | Initial Annual Mean $ | Minimum $ | Maximum $
Fiscal Phase-In Incremental per Per WPU Per WPU
Capacity | % Cost WPU

1 Includes 30% $41,652,900 $2,316 $969 $2,780
Owner-
Occupied
Includes 25% $34,710,750 $2,308 $898 $2,780
Owner-
Occupied

2 Excludes 30% $41,051,356 $2,315 $966 $2,780
Owner-
Occupied
Excludes 25% $34,209,464 $2,308 $896 $2,780
owner-
Occupied

There are other options to reduce the annual incremental cost:

1. The hold harmless amount for districts that “lose” could be phased out over time

just as the amount that districts “gain” is phased in over time; and

2. The state base student cost of $2,100 could be selectively reduced for the
districts that “gain.” It should be noted that such manipulations have the
potential of creating inequities in the application of the formula.
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